This study compares the performance of Shariah and conventional mutual funds in emerging markets. The performance of 833 Shariah and conventional funds in 6 emerging markets from 2000 to 2015 was analyzed. We analyzed the Sharpe index, Treynor index, and Jensen's alpha to compare the performance of Shariah and conventional funds. Jensen's alpha results conform to those of Sharpe's in indicating that Shariah funds slightly outperform their conventional counterparts particularly in the case of Malaysia, Pakistan, and South Africa. Conventional funds perform exceptionally well in Egypt. Further investigation using the Henriksson-Merton model shows that fund managers' performance relies nearly completely on their stock selection skills because they have either inferior or ineffective ability in timing the market. This study is the first cross-country attempt to compare the performance of Shariah and conventional funds in emerging markets in terms of risk-adjusted returns, security selectivity, and market timing capability.
country comparison, he only focused on Gulf countries, which are beyond the scope of this study.
Therefore, this study fills in the gap in the literature by investigating the relative performance of Shariah to conventional funds in six selected emerging markets, namely, Malaysia, Pakistan, India, Mauritius, South Africa, and Egypt. Although other markets offer Shariah and conventional funds, the majority are excluded from the sample because of the unavailability of certain data. Unlike Hoepner et al. (2011) , which investigated Shariah funds' performance via 365 funds from 20 countries; and Elmesseary (2014a) , which compared Shariah and conventional funds in 5 Gulf countries via 90 mutual funds, the current study offers a large total fund data sampling of 833 to compare the Shariah and conventional funds in the emerging markets.
The current study focuses on emerging markets for two main reasons. First, emerging markets have high potential for growth as suggested by its characteristics. The market capitalization of emerging countries remain at 12.6 percent of the world (Bekaert, Harvey, Lundblad, & Siegel, 2011) , but their economies show greater potential to grow than developed markets. This claim is shown by the relatively large pool of income measured by gross domestic product (GDP) of approximately 30 percent of the world GDP. The high performance is consistent with its higher volatility relative to that of the world. Second, capital market liberalization in the emerging markets, which started in the 1980s, has turned the emerging markets as the most profitable investment destination (Bekaert et al., 2011) . This situation is considered a good candidate to obtain geographical diversification because emerging markets have not completely integrated into the world's market (Bekaert et al., 2011) .
To achieve the objective of the current study, 833 funds comprising 181 Shariah and 652 conventional funds that span from January 2000 to December 2015 are selected. The pool of sample is smaller compared with the population of mutual funds in the selected countries because of constraints in funding and data availability. The performance of these funds is assessed based on their monthly risk-adjusted returns as measured using three performance appraisal evaluation models: Sharpe and Treynor indexes and Jensen's alpha. Further analysis of the performance of the two fund groups using Henriksson and Merton's (1981) model is done to distinguish stock selection from market timing abilities.
The remainder of this paper is structured as follows. The succeeding sections presents the background of the selected emerging markets, followed by data and methodology.
Thereafter, we describe and discuss the empirical findings and end with conclusion in the last section.
LITERATURE REVIEW
Studies conducted in Malaysia indicate that evidence is still inconclusive on whether Shariah or conventional funds perform well (Ahmad & Haron, 2006; Abdullah et al., 2007; Bashir & Nawang, 2011; Boo et al., 2016) . The differences in data samples and market conditions may be a few of the rationales for the mixed results. Ahmad and Haron (2006) determined no significant difference in terms of mean return from a sample of 12 Shariah and 77 conventional funds from 2000 to 2003. Bashir and Nawang (2011) compared 11 Shariah and 29 conventional funds from 1990 to 2009 and determined that the conventional funds outperform the market, while Shariah funds underperform the market. Abdullah et al. (2007) determined from a sample of 14 Shariah and 51 conventional funds from 1992 to 2001 that Shariah outperform conventional funds during bearish markets but the table is turned during bullish market. Similar findings with Abdullah et al. (2007) are documented in Boo et al. (2016) . In particular, the data for the latter are from 131 Shariah and 317 conventional funds from 1996 to 2013.
Relative to Malaysia, several studies compare Shariah and conventional funds in Pakistan and report mixed results. Shah et al. (2012) concluded that Shariah outperforms conventional funds using Sharpe, Treynor, Jensen's alpha, and Modigliani and Modigliani.
However, Shariah funds' performances are below market benchmarks based on 31 Shariah and 94 conventional funds. Jabeen and Dars (2014) tested a smaller sample size for a recent period compared with Shah et al. (2012) and determined that conventional funds are better than Shariah funds in four of the six years from 2006 to 2012. Similar to Shah et al. (2012), Iftikhar and Amin (2014) reported data in favor of Shariah funds for 2007 to 2010 and during bearish market from 2008 to 2009. Rao et al. (2015) obtained evidence indicating only slightly better performance among Islamic funds compared with conventional funds. However, the two groups do not outperform the market. The Jensen's alpha in Nafees, Qamar, and Ahmad (2018) focused on results of equity funds and showed that Shariah outperform conventional funds.
Moreover, the two funds do not outperform the market, which is similar to the result in Rao et al. (2015) .
In the Pakistani market, Shah and Hijazi (2005) determined that mutual funds performed better than the market. However, Mahmud and Mirza (2011), Nafees, Shah, and Khan (2011) , Ali and Qudous (2012), Naz, Mustafa, Mukhtar, Nawaz, and Bashir (2015) , and Hussain, Hussain, and Hassan (2016) used different data samplings and showed contrasting results, in which the Pakistani funds underperform their respective benchmarks. Different number of sample size, mutual funds, assessing techniques, and sampling period could be one of the possible reasons for the inconclusive results.
In the Mauritian market, Nitish, Sawkut, Boopen, Vinesh, and Suraj (2009) reported that the mutual funds are well-diversified and five out of seven funds studied record Sharpe ratios above 1.0. This finding shows that all except for one fund have reported positive alphas, which means the funds have outperformed the market. This finding in the Mauritian market contradicts that of Bialkowski and Otten (2011) , which consistently showed that mutual funds underperform compared with Poland's market. Meanwhile, Bertolis and Hayes (2014) showed that mutual funds in South Africa underperform the market during economic downturns and outperform the market during bullish periods. Elmesseary (2014b) indicated that the conventional and Shariah funds' risk-adjusted returns in the Egyptian market do not differ substantially from each other. Merdad et al. (2010) showed that the risk-adjusted returns of Shariah funds in Saudi Arabia are higher than the conventional funds in the overall and bearish periods but are lower than the conventional funds during the bullish period. Similar to Merdad et al. (2010) , Ashraf (2013) concluded that Shariah funds in Saudi Arabia perform better than conventional funds during the bearish periods from the results of Jensen's alpha. Dahlifah and Supriyanto (2015) determined that Shariah funds in Indonesia have superior risk adjusted returns than conventional funds, although no significantly statistical difference is observed between the two. Elmesseary (2014a) compared fund managers' capability between Shariah and conventional funds in five Gulf countries (i.e., Kuwait, UAE, Oman, Qatar, and Bahrain). The results indicate no difference between Shariah and conventional funds in security selectivity and market timing. However, Shariah funds perform slightly better than their conventional counterparts in stock picking ability from 2007 to 2012, although the opposite holds during the bearish period from 2007 to 2009. The two fund groups show poor market timing ability during the entire and bearish periods.
Other than comparing returns, only a few studies have investigated the performance of Shariah versus conventional funds in terms of the fund managers' capability in security selection and market timing in the individual country. This finding is supported by Merdad et al. (2010) , Ashraf (2013) in Saudi Arabia, Nafees et al. (2018) in Pakistan, Mansor and Bhatti (2011) , and Bashir and Nawang (2011) in Malaysia. Merdad et al. (2010) used 28 funds and determined no substantial difference in security selectivity between Shariah and conventional funds using four different market indices, namely, the GCC Islamic Index, MSCI World Islamic Index, TASI (locally focused conventional index), and MSCI World Index IMI.
Although the Shariah and conventional funds underperform the MSCI Islamic index and MSCI world index, the market timing skills are higher for conventional compared with Shariah funds. Ashraf (2013) revealed contradictory results with a large and recent data sampling for Saudi Arabi. That is, Shariah funds appear to have better performance in security selection and market timing than conventional funds. This finding relatively differs from that of the Malaysian context, in which Mansor and Bhatti (2011) showed that the superior performance of Shariah funds in security selectivity skill hold and vice versa for market timing ability. Bashir and Nawang (2011) determined that conventional funds are better than Shariah in managerial abilities. Nafees et al. (2018) discovered that Shariah funds in Pakistan are better than conventional funds in timing their market, although the opposite is true in stock selection.
Background of the Sample Markets
The first mutual fund in history was offered in 1774 in the Netherlands and since that time, the fund has grown tremendously but only as far as developed markets are concerned. 
METHODOLOGY
This study analyzes the monthly average returns for six selected emerging markets, namely, Malaysia, Pakistan, South Africa, Mauritius, Egypt, and India. The period of study starts from January 2000 to December 2015. The mutual fund data are retrieved from the Bloomberg database, while market returns and risk-free rates are downloaded from the Thompson Reuters Datastream. The market and risk-free rate of returns are proxied using the respective stock market indices and the treasury bills for the six emerging markets (see Table 1 ). Of the 833 mutual funds selected, 181 are Shariah funds and 652 are conventional funds. (1981) introduced a model that separates fund performance into managers' stock selection skill (alpha) and market timing skill (gamma). Table 2 summarizes the four performance evaluation models used in this study. 
Measurement Formula
Sharpe's Index Table 3 presents the statistical properties of the sample funds and the market and risk-free rate of returns. The overall results for the 833 funds show that the average returns on conventional funds barely show any difference from Shariah funds. At the country level, findings that favor conventional funds are reported in Malaysia, Pakistan, and Mauritius. Meanwhile, Shariah funds perform only slightly better than conventional funds in the remaining three markets of South Africa, Egypt, and India. Except for India, the performance differences between the two fund groups are economically and statistically insignificant. The 80-basis point difference reported for Mauritius appears meaningful economically but statistically insignificant. In India, Shariah funds provide 5.19 percent monthly average, whereas their conventional counterparts provide 2.30 percent returns. The 289-basis point difference is economically and statistically significant. These preliminary findings suggest that investors of Shariah funds are not necessarily worse off despite the argument (Bauer et al., 2005; Hayat & Kraeussl, 2011; Rao et al., 2015) that they are subject to certain limitations imposed by the Shariah principles.
ANALYSIS AND DISCUSSION
Another important result reported in Table 3 is the relative performance of these mutual funds to the respective markets' risky (RM) and risk-free (RFR) benchmarks. For the overall sample, the average returns of the two fund categories are at least twice or thrice as high as those of the market portfolio and risk-free securities, respectively. The results are the same for each of the sample market with one exception, that is, Shariah funds in Mauritius. In general, although conventional funds are reasonably well off, Shariah funds are at best performing better than the risk-free securities. In Pakistan and South Africa, both fund categories (Islamic and conventional) give performance relative to the market portfolio that is significantly better.
In Malaysia, only conventional funds perform significantly better than the market, while only Shariah funds perform significantly better than the market in India. The provision of superior performance against the market justifies the fees and charges that investors must incur in entrusting their capital in the hands of the fund managers. This finding implies that an active investment strategy (e.g., funds) would produce higher returns than a passive investment strategy through indexing or buy-and-hold strategy. Other than Mauritius, Egypt is another exception to these rules. Not only are the funds in these countries inferior to the market portfolio, they are also not significantly better than the risk-free securities except for Egypt's conventional funds.
The results of skewness of the return series are generally negative, thereby indicating that the funds are inclined to perform poorly over the study period. Figure 1 illustrates that the sample emerging markets were severely affected by the 2007-2008 global financial crisis.
Given that Malaysia contributes nearly 40 percent to the sample funds, the market appears in the negative in the aftermath of the 1997-1998 Asian financial crisis. The patterns show that the fund returns are more volatile than the market return. Table 3 Mansor and Bhatti (2011) , in which conventional funds perform slightly better than Shariah funds although the latter is riskier.
The similarity between Shariah and conventional funds is confirmed by the near perfect correlation (0.9141) between their returns. Their reasonably high correlations (corr > 0.6614) with the market returns imply that the fund managers do not necessarily succeed in their attempt (if any) to diversify away from the market to generate the considerably high returns reported earlier. Meanwhile, the fund returns are negatively correlated with risk-free rate of returns. This finding could have an important implication on fund managers given the portfolio theory that diversification effect can be optimized by combining assets that are negatively correlated. The negative correlation between returns on market and risk-free security also suggests that capital tends to flee from equity to debt market. To quantify the differences between the funds and benchmarks, this study estimates their riskadjusted returns first by using conventional performance appraisal methods of Sharpe and
Treynor. Contrary to the preliminary results, which are based on the raw returns in We proceed by estimating the Jensen's alpha of the return series to estimate the performance of the funds after considering market risks.
The results of R-squared from the Jensen's alpha models (see Table 6 ) first indicate that Shariah funds are more diversified than conventional funds. Although the diversification level varies between markets, Shariah funds are consistently more diversified than their conventional funds except in Mauritius. The low R-squared value reported for India appears to explain correctly the conflicting results between Sharpe and Treynor previously reported.
When diversification is reasonably high, such as among funds in Malaysia, South Africa, and Egypt (57%>R2>33%), Sharpe and Treynor provide similar rankings. The results from Jensen's alpha conform perfectly with the results from Sharpe index. That is, other than the overall sample, Shariah funds in Malaysia, Pakistan, and South Africa outperform their conventional counterparts, whereas the opposite is true in the remaining three markets. Notes: The mean-difference is tested based on the risk-adjusted return of Shariah minus conventional funds. Asterisk ***, **, and * significant difference at 1%, 5%, and 10% level, respectively.
The advantage of Jensen's alpha over Sharpe and Treynor models is that the measure allows assessing the performance of funds separately from the mere effect of market condition (as represented by market risk premium, MRP). A positive (negative) alpha value would indicate the funds have outperformed (underperformed) the market. Overall, the alpha values in Table   6 show that the performance of the two groups of funds are significantly higher than zero, indicating that the funds outperform the market. Between the two groups, although the mean raw returns (see Table 3 ) are higher for conventional funds, the alpha value for Shariah funds is higher for the overall sample. This finding suggests that Shariah funds are more likely to perform better than conventional funds, albeit the insignificant difference. This finding is consistent with previous studies (e.g., Abdullah et al., 2007; Mansor & Bhatti, 2011; Shah et al., 2012; Iftikhar & Amin, 2014; Merdad et al., 2010; Dahlifah & Supriyanto, 2015) .
Overall, the comparison at the country level reveals that the significant performance relative to the market is particularly pertinent in the case of the two fund groups in Pakistan and among conventional funds in Egypt and India. Both fund groups in South Africa and Shariah funds in India perform reasonably higher than the market, whereas the results in Malaysia are only conventionally significant. The weakest performance is reported among funds in Mauritius and Shariah funds in Egypt. The fact that these funds have MRP coefficients that are highly significant indicate that their returns move closely with the market returns. This behavior is particularly true in the case of funds in Malaysia and Egypt. Although tracking the market index works relatively well for conventional funds in Egypt, their Shariah funds do not generate similar performance, which is the same for funds in Malaysia.
To gain an improved insight on the performance of the funds, we segregate the performance (Jensen's alpha) into two basic abilities that are expected from fund managers, namely stock selection (alpha) and market timing (gamma). Table 7 shows that the overall Shariah funds perform better than the conventional ones in stock selection, which is consistent with Nafees et al. (2018) and Elmesseary (2014b) . Meanwhile, conventional funds are relatively better in timing the market, although both funds are passive or poor in that aspect.
The weak market timing results in the current study is consistent with that in Mansor and Bhatti (2011) , while the relatively better performance among conventional funds is consistent with that in Merdad et al. (2010) . The difference in these abilities is insignificant. Given that the sample markets are not particularly in good condition during the study period because of the global financial crisis or Asian financial crisis, their performance could have been improved had they not been passively tracking the market (as indicated by the significantly positive beta of market risk premium). The finding for the overall sample appears generally driven by the sample funds in Malaysia, which exhibit similar fund management style. However, the evidence in Malaysia is considerably clear because Shariah funds perform substantially better than their conventional counterparts in stock selectivity, whereas the reverse is true for market timing. In stock selection, Shariah funds in Pakistan and South Africa perform better than their conventional counterparts, although the difference is insignificant in these markets. The two groups of funds in these markets are indifferent in market timing performance but the positive gamma suggests the performances are more effective than funds in Malaysia in attempting market timing.
Other than in Malaysia, the two groups of funds in the studied markets are indifferent in their market timing ability. Albeit consistently being insignificant, market timing appears most effective in India. In contrast to Malaysian funds, the MRP beta for Indian funds is small and only conventionally significant in Shariah funds. These findings suggest that fund managers in India are considerably active in managing their funds by reallocating their portfolio according to the condition of the market. Note that conventional funds in India perform better than Shariah funds in both abilities. However, the method for conventional funds to outperform consistently the market is through the selection of the right stocks rather than timing the market. By contrast, Shariah funds appear to be passive and ineffective in timing the market and relatively rely on market movement while lacking in stock selectivity.
The small R-squared values reported for these funds suggest that Shariah and conventional funds in India are not leveraging on diversification effect.
Similar to the case in India, conventional funds in Egypt perform better than Shariah funds. However, unlike conventional funds in India, these funds perform exceptionally well by selecting the stocks and following the market thereafter. Shariah funds are also tracking the market but probably too extensively, such that their good performance cannot be attributed to Mutual funds in South Africa are among the best performers within the scope of our sample markets. The results in Table 7 indicate that the good performance is not related significantly to the skills of the fund managers. That is, although both skills contribute positively to the performance, neither the Shariah nor the conventional funds show significant alphas or gammas. By contrast, market betas are highly significant for the two fund categories and particularly for Shariah funds. These findings suggest that funds in South Africa perform quite reasonably by tracking the market, whereas stock selection and market timing are kept at minimum but are done effectively. This finding suggests that to outperform the market, the funds need to be more active and effective in applying their stock selection and market timing skills.
The results are not at all encouraging in Mauritius. Funds in this market are neither good in stock selection nor market timing. Similar to the case in India, these funds lack diversification and thus, cannot take advantage of the ups in the market. The lack of all types of managerial abilities explains the funds' poor performance (see Table 3 ). The close resemblance between fund returns and risk-free rate of returns suggests that Shariah funds are probably concentrated on money market instruments. The numerous conventional funds present generally outperform the market (Table 3) . However, this performance is not significant and the result in Table 7 suggests that such outcome could be due to the sluggishness of the managers in market timing.
Overall, the results from the six emerging markets suggest that investors of Shariah funds are not necessarily worse off relative to investors in conventional funds. The mean returns indicate that investors of funds are experiencing superior performance than the markets, specifically in South Africa, Pakistan, India, and Malaysia, thereby indicating that they are better off than those who are investing passively in the equity market. Investors in Shariah funds in India have a clear advantage as opposed to investors in conventional funds. Jensen's alpha consistently provides evidence to support earlier evidence that investing in funds provide better returns than passive equity investment. In Egypt, an exceptional performance is observed among conventional funds. The results generally suggest that both categories of funds perform poorly or lack the capability in timing the market. The weak market timing ability among Shariah funds might be explained from the argument that Shariah principles prohibit speculation activities that are commonly associated in short-term flipping or trading activities.
Nonetheless, the evidence indicates similar issues among conventional funds, and the weak performance is not likely caused by the prohibition.
CONCLUSION
This study compares the mean returns and risk-adjusted returns between the Shariah and conventional funds for six emerging markets (i.e., Malaysia, Pakistan, South Africa, Mauritius, Egypt, and India) using Sharpe, Treynor, and Jensen's alpha models from January 2001 to improve their performance. Lastly, this study presents suggestions for future research, such as to expand the data coverage to worldwide data sample and analyze whether the risk-adjusted returns of Shariah and conventional funds behavior of developed markets are similar to that of the emerging markets. Moreover, investment style strategy using such multi-factor models as the Fama-French three-factor, Carhart four-factor, and Q-Factor can be further analyzed to assess whether investment style concerns, such as size, firm's value, and momentum, may differ between the Shariah and conventional funds.
